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Increases in employment this year have been the largest since the
current business expansion began in early 1961 and have exceeded
the growth in the labor force. As a result, the unemployment rate
in August was at the lowest level since October 1957.
The decline in unemployment has been widespread. Reduc-
tions have been large among adult men and have stemmed mainly
from increased demands for blue-collar workers in industrial
activities. Unemployment also has been reduced somewhat among
young people, even though teenagers entered the labor force in
sharply increased numbers this summer. Nevertheless, the rate of
unemployment of teenagers is still high, as it is among nonwhite
workers.
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NOTE.—Seasonally adjusted data. Bureau of Labor Statistics
household survey. Latest figures shown, August.
Almost all industries have shared in the expansion of job
opportunities. Increases in manufacturing employment have been
unusually sharp, particularly in the metal and metal-fabricating
industries. Gains in production and employment in these industries
accompanied increased business expenditures for capital equip-
ment and consumer outlays for autos and other durable goods.
Large accumulations of steel inventories prior to the strike dead-
line also contributed to the expansion in demands for manpower.
With the supply of adult male labor growing more stringent,
shortages of workers have been reported in some skills and in
certain areas. For the most part, needs for the higher skills are
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EMPLOYMENT
being met by a longer workweek and by expansion of private and
public training programs, including many within plants for persons
now employed. Most semiskilled blue-collar workers laid off earlier
have now been rehired, and employers in recent months have been
recruiting more intensively among available young workers.
Demands for workers in professional, managerial, and other
occupations requiring extensive education also have continued
strong. Upgrading and the increasing number of better educated
persons now entering the labor force have, in most instances,
provided the required skills.
This year—and in fact throughout the current economic expan-
sion—productivity in manufacturing has continued to increase at
relatively high rates. At the same time, average increases in hourly
compensation have been close to the over-all rate of growth in
productivity, and labor costs per unit of output in manufacturing
have been relatively stable. General upward pressure of labor costs
on prices has been largely avoided, although in some instances
price increases have followed wage settlements.
Nonfarm payroll employment rose sharply in early 1965, in
part because of strike-hedge buying of steel and the catch-up in
automobile production after a strike last fall. This accelerated pace
was sustained through the late summer as consumer and business
demands for goods and services maintained their upward momen-
tum. In August nonfarm employment was 2.4 million persons
higher than a year earlier; this was the largest August-to-August
increase since 1949-50.
CHART 2
EMPLOYMENT advances sharply in metals industries; UNEMPLOYMENT responds to increase
in production-worker employment
1957-59=100 PER CENT MILLIONS OF PERSONS




NOTE.—Seasonally adjusted data, Bureau of Labor Statistics electrical equipment. Total unemployment, BLS household
establishment data for nonfarm employment and for production survey. Latest figures shown, unemployment rate and produc-
workers in manufacturing. "Metals" represent primary and tion-worker employment, second quarter; other series, August,
fabricated metals, transportation equipment, machinery, and
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Short-run developments. Manufacturing employment rose more
in the past 12 months than in the preceding 4 years combined. In
August, factory employment totaled 18.2 million and surpassed
the World War II record. As a consequence, the downward trend
in jobs for production workers—a trend that has caused much
concern in recent years—was arrested.
Rising outlays for producers' durable equipment have resulted
in large increases in employment in both the electrical and non-
electrical machinery industries. Substantial gains also have taken
place in the transportation equipment industry in response to
stepped-up auto sales. Two factors—inventory accumulation prior
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NOTE.—Bureau of Labor Statistics manufacturing employment data. Federal Reserve estimates
for output and output per manhour for all employees in manufacturing. Average annual per-
centage changes. Latest period shown is change computed from average of first 8 months in
1964, seasonally adjusted.
to the strike deadline and expanded levels of current consumption
—lifted employment in the steel industry to the highest level in
over 5 years. Since early 1964 employment in metal-producing
and fabricating industries as a group has advanced about 12 per
cent compared with 3 per cent in all other manufacturing indus-
tries. The metals group employs about two-fifths of all production
workers in manufacturing.
Nondurable goods employment has moved up slowly but
steadily. Such varied industries as apparel, textiles, printing, and
chemicals have continued to expand. But in the food, petroleum,
and tobacco industries, employment has declined; in August there
were fewer employed than at the start of the cyclical recovery
in 1961.
Federal Reserve Bulletin: September 19651202 FEDERAL RESERVE BULLETIN • SEPTEMBER 1965
The pattern of employment in other industrial activities has
been mixed. The job situation has continued to improve in the
transportation and public utilities industries. Construction employ-
ment, however, in line with a leveling-off in housing activity, has
remained on a plateau following a rapid rise during 1963 and
1964. In mining, on the other hand, employment has stabilized
after a long-term decline.
A strong underpinning to the expansion in employment has
been provided by the increase in retail sales and the rising demands
for private and public services. Employment in service industries
and in trade has been growing somewhat faster this year than it
did last. In State and local governments the gain has been particu-
larly large. Federal civilian employment in August was slightly
higher than a year earlier after having shown little change for
several years.
For some time, employment in services has been gaining over
that in industrial sectors, although the rate slowed appreciably in
the past year. Since early 1960, 4 out of 5 of the net additional
jobs have been in public and private services and trade. Only
40 per cent of all nonfarm workers are now employed in industrial
activities; a decade ago the proportion was close to 50 per cent.
Cyclical contrasts. Employment gains have been maintained
longer and have been larger in terms of absolute numbers than
they were in earlier postwar business expansions. Total nonfarm
employment has now expanded by more than 6 million workers
since the previous cyclical high in the spring of 1960. In prior
cycles growth in manufacturing employment had generally slowed
down after an initial rapid rise. This time, after a sharp advance
from the recession low in early 1961, the rate of gain slowed
between mid-1962 and 1963, but then advanced again. In the
past 12 months the increase has been as large as in the initial
recovery period.
At the cyclical peaks in 1957 and 1960 production-worker
employment in manufacturing failed to recover to the preceding
high. In the current expansion, with output continuing to rise
vigorously, it had passed the 1960 high at the end of 1964 and
by August 1965 had risen to about the 1956 high. Meanwhile, the
number of salaried workers has iscreased to a record level, and
total wage and salary employment in manufacturing in August
1965 was at a new high, almost 1 million above that in 1956.
Hours of work. The workweek has also been lengthened this year
as manufacturing industries stepped up production schedules. In
the first quarter it averaged 41.4 hours, almost an hour longer
than a year earlier and the longest in 20 years. By August the
average workweek had been reduced somewhat; it was a half hour
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less than in the first quarter but still high when compared with
earlier expansionary periods. Overtime was increased this year
in some plants because of shortages of skilled workers; in others,
because of the high fixed costs of hiring and training new workers
and providing them with the standard fringe and other benefits.
Overtime has not been used extensively in most nonmanufac-
turing sectors of the economy to meet increased demands. As in
other years part-time workers accounted for a large share of the
employment increase, particularly in trade and services. In August
there was a total of 7.7 million regular part-time workers, almost
double the number 10 years earlier. As a result of this growth in
part-time employment—mainly among married women and youths
—the workweek in nonmanufacturing has continued to decline
this year.
Before the summer, the labor force had been growing this year
at about the same high annual rate as in the two previous years
and about in line with expectations based on projections of par-
ticipation rates of the working-age population. During the first
6 months an average of 1.2 million more persons were working
or seeking work than in the corresponding period in 1964. From
1957 through 1962, additions to the labor force had been much
smaller—around 800,000 a year.
An upsurge of job seekers in July and August, the result pri-
marily of the rapidly growing population of teenagers, expanded
the civilian labor force to a record high of 76 million persons. For
those 2 months the civilian labor force averaged almost 2 million
more than in July and August 1964, one of the sharpest gains in
recent years and a larger rise than had been officially projected
earlier.
Young workers. In addition to accelerated growth in the younger
age brackets of the population, rising economic activity and con-
centrated efforts by business and government to provide summer
employment opportunities were important factors in the sharp
expansion in the number of young people in the labor force. In
July and August persons 14 to 24 years of age accounted for
1.3 million of the 2.0 million increase in the labor force from a
year earlier. The largest increase was among those 18 years old.
Sufficient jobs were available to more than match the record
increase of young workers in the labor force. About one-third of
the employment rise among youths from a year ago was in service
activities, largely in private household work and educational
services, and one-fourth was in Federal, State, and local govern-
ment jobs. Also more young workers were employed in durable





NOTE.—Seasonally adjusted data for
production workers in manufacturing.
LABOR FORCE
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Approximately a third of the younger entrants have completed
high school or college and will become relatively permanent
members of the labor force. The others are mostly students who
wanted work only for the summer. Because of favorable business
conditions, however, the number who will leave school and remain
in the labor force this fall may be somewhat larger than usual.
The structure of the labor force has been changing and will
change significantly further as young workers enter the labor force
in increasing numbers. Of the almost 8 million net addition to the
labor force expected by 1970, almost half will be under 25 years
of age. Between 1950 and 1960 their proportion of total growth
was only 5 per cent. The proportion accounted for by women is
expected to decline somewhat in the last half of the decade, even
though as many women will enter the labor force as in the past
5 years. The number of adult men will not increase much until
about 1970.
Armed forces. According to recent plans the armed forces will be
expanded over the next year or so by 340,000 men to a total of
about 3 million, mainly through higher draft calls and increased
enlistments. Calls have been raised to 33,600 for October and to
36,000 for November from an average of 15,000 a month in the
second quarter of 1965.
Those to be drafted will be primarily in the 20 to 22 year age
group, and most are likely to be taken from the civilian labor
force—deferments are expected to continue high for those in
school. Workers in this age group usually have limited training
and skill and can often be replaced by younger workers from
among the unemployed or from outside the labor force. The
number of men now in the younger age groups is large, and their
unemployment is greater than during the Korean war or the
Berlin crisis. Use of the draft, as opposed to calling up reserves,
will tend to minimize the impact of the armed forces expansion
on the labor market.
By way of comparison, during the Berlin crisis from mid-1961
to early 1962, the armed forces were increased by about 350,000
to a total of 2.9 million in a shorter time span than for the in-
crease currently being planned. The demands on manpower during
the Korean war were much larger. More than 2 million men
were added to the armed forces in less than 2 years. This brought
the total strength to 3.5 million by early 1952. In both instances
reserves were called up.
UNEMPLOYMENT By August 1965 the number of persons looking for work had declined to 3.4 million or 4.5 per cent of the civilian labor force;
a year earlier the rate was 5.1 per cent; 2 years earlier, 5.5 per
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cent. Unemployment was also lower than in early 1960, but still
above the 4.0 per cent rate in early 1956.
General developments. Reductions in unemployment among
adult men largely reflected increases in employment, and in con-
trast to the other age-sex groups, were little affected by growing
population. Unemployment for men began to decline as early as
mid-1963, following a period of relative stability. Their rate is
now among the lowest for any group. In August the rate for men
20 years of age and older was 3.2 per cent, down from 4.2 per
cent 2 years earlier. For married men the rate was even lower—
2.6 per cent. Nevertheless, about 40 per cent of all unemployed
are adult men.
Changes in unemployment among men in the primary working
ages have been closely associated with job opportunities in manu-
facturing. In mid-1963 there were still substantially fewer pro-
duction workers employed in manufacturing than in 1960 and
1956. Unemployment rates among blue-collar workers were very
high, and the group represented a large proportion of the long-
term unemployed. When demands for manufactured goods began
to accelerate, many unemployed blue-collar workers were able to
CHART 4
UNEMPLOYMENT DECLINES are widespread
RATE MILLIONS OF PERSONS
NON WHITE
























NOTE.—Seasonally adjusted data. Bureau of Labor Statistics are rates; duration is number of unemployed. Latest figures
household survey. Unemployment by type of worker and color shown, August.
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find jobs in industries and occupations in which they had pre-
viously been employed. In August unemployment in blue-collar
occupations was down to 5.0 per cent compared with 6.9 per cent
2 years earlier.
In clerical and service occupations, however, unemployment
has declined only moderately. Inexperienced new workers with
relatively high unemployment rates—mainly teenagers and
married women—usually seek jobs in these expanding but typi-
cally lower paying activities.
Long-term unemployment has also been reduced, and its com-
position has altered this year. In August, 700,000 or one-fifth of
all the unemployed had been seeking work for 15 weeks or more—
almost 200,000 less than in August 1964. The proportion of
young workers in the long-term group was higher than it had been
earlier, while unskilled and semiskilled older workers represented
a smaller proportion.
Most geographical areas have shared in the widespread im-
provement in job opportunities. By mid-summer only 19 of the
150 major labor market areas had unemployment rates of 6 per
cent or more; this was 16 fewer than a year earlier and the smallest
number since early 1957. Meanwhile, there were 46 areas with
low unemployment—less than 3 per cent—21 more than a year
ago. Aircraft, steel, machinery, and other manufacturing centers
including Pittsburgh, Philadelphia, Providence, Paterson, and
Seattle were removed from the substantial labor surplus category
over the year. High unemployment rates persist, however, in the
long depressed coal mining areas of Appalachia as well as in a
few defense and other areas of insufficient diversification of in-
dustry.
Unemployed youth. In August 900,000 teenagers were seeking
jobs, and their unemployment rate—12.4 per cent—was the low-
est since 1962. Although teenagers represented a little less than a
tenth of the total labor force, they accounted for more than
one-fourth of the unemployed. Both of these proportions have
been rising.
Unemployment among youths has always been higher than for
other age groups. Before 1963, changes in their unemployment
tended to be roughly similar to those for other workers. As the
postwar baby crop began to reach working age, unemployment
among youths worsened. But in recent months sustained demand
for labor has made inroads into the unemployment rates of teen-
agers. Nevertheless, young workers who have not completed high
school and who lack adequate vocational training continue to have
difficulty finding full-time jobs, because they are increasingly com-
peting with high school graduates.
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Nonwhite workers. In August 7.6 per cent of the nonwhite
workers were unemployed; this compares with 9.8 per cent a year
earlier. Their unemployment rate continued to be about double
that of white workers, as it has been since 1955. While the com-
bined forces of strong demand and special legislation seem to have
had some effect this year in reducing unemployment, the relative
disadvantage for nonwhite workers is still marked because of their
inadequate training and education and because of discriminatory
hiring practices.
Among nonwhite workers unemployment has declined more
for men than for women or younger persons in the past year.
Men have benefited somewhat from the growing demands for
semiskilled workers in the metals and other related industries.
Also a small but increasing proportion of nonwhite men have been
able to find professional and skilled employment.
For all younger nonwhite workers, unemployment has remained
at the extremely high levels of recent years. About 1 out of 4
teenagers is unemployed and for those 20 to 24 years old the
proportion is only moderately lower. Whether high school gradu-
ates or dropouts, male workers in these groups seek employment
chiefly as operatives and laborers in both farm and nonfarm
activities. Disappearance of farm jobs, however, has cut down an
important source of work for these young men.
The problem of unemployment among nonwhite girls is even
more severe; nearly 1 out of 3 is out of work, two-fifths more
than in 1960. The jobless rates for high school graduates and
dropouts have been about the same. When they do find jobs, it is
most likely to be in private households and other service activities
in which part-time and intermittent employment is common.
Unemployment statistics provide only a partial measure of
hardship or poverty, especially in a period of generally high eco-
nomic activity. Currently, underemployment, low wages, and dis-
ability probably rank as the most important factors that depress
family income. Of the 7.2 million families estimated as poor ac-
cording to Government classifications in 1963, more than half
reported that the head of the family had some employment.
Among nonwhites, the proportion with jobs was even higher.
Moreover, of those in the poverty group who did not have jobs,
most were reported as out of the labor force rather than unem-
ployed. Nevertheless, the rate of unemployment among the heads
of poor families was more than 3 times higher than for heads of
families above the poverty level.
Many special programs have been introduced—nationally, re-
gionally, and in local communities—to aid those groups with low
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PRODUCTIVITY AND
LABOR COSTS
income who have been unable to find steady work even in periods
of high economic activity. Most new programs will help to up-
grade the skills, training, and education of disadvantaged young
people who are now, or soon will be, entering the labor force in
search of jobs.
One of the most favorable factors in the current expansion has
been the continuing high rate of growth in productivity in the
economy as a whole and in the manufacturing sector. Output per
manhour in manufacturing industries has grown at a rate of about
4 per cent a year since 1960. This is a higher rate than for the post-
war period as a whole or for any of the preceding cyclical up-
swings.
Preliminary data suggest that in the first 8 months of 1965
gains in output per manhour in manufacturing were being main-
tained, with little evidence of a slowing down that in the past
characterized later stages of cyclical expansion. Contributing to
this relatively high growth in productivity have been the sustained
expansion of the economy; the modernization of plant and equip-
ment that has been encouraged by rising profits and tax programs
to induce investment; and pressures to minimize costs.
CHART 5







NOTE.—Seasonally adjusted, quarterly averages. Federal Reserve estimates for output per
manhour for all manufacturing employees. Hourly compensation, including supplements,
based on Bureau of Labor Statistics and Department of Commerce data; unit labor costs,
Census Bureau. Figures for third quarter 1965 are estimates.
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Meanwhile, increases in hourly compensation, including fringe
benefits, have on average been about in line with gains in produc-
tivity. Thus, labor costs per unit of output in manufacturing have
not changed significantly since the start of this year and have
been close to those in all other years in the current cyclical
upswing. The stability of labor costs per unit of output contrasts
with preceding cyclical expansions. Price increases in the earlier
periods were closely associated with accelerated advances in wages
and retarded growth in productivity. In the current period wages
have increased more slowly than they did in earlier expansions,
and productivity has advanced somewhat faster.
Labor income—wages and salaries plus supplements such as
employer contributions to private and public pension and welfare
funds—was at an annual rate of $389 billion in the second quar-
ter, a rise of 7.4 per cent in the past year compared with a 5.0
per cent average annual gain in the preceding 2 years. In the
main the greater advance is due to larger increases in nonfarm
employment and a longer workweek in manufacturing.
Earnings in manufacturing. Average hourly earnings in manufac-
turing in August were $2.60, up 8 cents or 3.2 per cent from a
year earlier. If overtime pay is excluded, the advance of 2.9 per
cent has shown little deviation from the average rate of increase
in straight-time earnings in the 1960-64 period.
The longer workweek in manufacturing contributed signifi-
cantly to a sharp rise in workers' earnings. In the first 8 months
of 1965 weekly earnings averaged 4.4 per cent more than a year
earlier; this is the largest annual increase since 1962. Almost one-
third of the increase came from longer hours of work; most of
the extra worktime was paid for at premium rates of time and a
half.
Supplements to wages have been rising relatively faster than
wages, but in recent months the rate of increase in fringe benefits
has moderated. This reflects in part the growing importance of
fringe payments in total employee compensation; the relative in-
crease has tended to grow smaller as the total amount of fringe
payments has increased. Total hourly compensation in manufac-
turing, including fringes and earnings of salaried workers, in-
creased by about 3 per cent over the past year, the same as in the
previous 12 months.
Nonmanufacturing earnings. Wage increases this year in most
nonmanufacturing industries for which data are available were,
as in previous years, somewhat higher than in manufacturing. In
the mining, contract construction, and trucking industries, in-
creases of about 4 per cent or somewhat more in wage and fringe
benefits have developed as a result of collective bargaining this
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year or increases provided for in earlier long-term contracts. In
some services and in retail trade wage gains have also been rela-
tively high in the past year. In part, this reflects continuing large
demands for workers in a tighter labor market, but past and pro-
spective increases in minimum wages also have been a factor in
lifting wages in the lower paid service and trade occupations.
In September 1964 about 660,000 workers in certain service,
retail trade, and other nonmanufacturing activities received an
increase in minimum wages from $1.00 to $1.15 an hour. This
September the last step in minimum wage increases provided
under the 1961 amendments of the Fair Labor Standards Act
became effective, and 810,000 workers in the same industries as
last year are receiving an increase to $1.25 per hour. About 29.5
million workers, 45 per cent of total private employment, are now
covered by the Federal $1.25 per hour minimum wage.
COLLECTIVE
Labor management agreements have reflected economic condi-
BARGAINING ^ J • i ii *• u • • * v •
tions and special collective bargaining arrangements prevailing in
industries in which new contracts have been negotiated. As a
result, there have been substantial differences in costs, benefits pro-
vided, and length of contracts. These differences have further re-
duced the importance of pattern-setting by the major industries.
In some industries with strong demands for labor and consid-
erably higher profits, unions have been able to negotiate wage and
fringe benefit increases well above the average for all manufactur-
ing industries. Other unions have settled for less than average in-
creases. Unions concerned with the impact of automation have
attached special importance again this year to measures to increase
employment and to extend job security.
The recent wage contract in the steel industry will be in effect
until August 1, 1968. It provides for an average rise in hourly
compensation of 3.2 per cent according to the Council of Eco-
nomic Advisers and is in line with the rise in economy-wide
productivity. The cost of this contract is somewhat less than
earlier agreements in such major industries as automobile, alu-
minum, and rubber.
Domestic and foreign competitive conditions, a large inventory
overhang, and concern with future job prospects in the steel in-
dustry were important restraints on union demands this year.
While somewhat higher increases in hourly compensation were
provided in the new contracts than in those negotiated in 1962
and 1963, they were less than in 1960 and far below the annual
increase of 8 per cent agreed to in 1956. A major feature of the
new steel agreement, as well as of many others concluded in the
Federal Reserve Bulletin: September 1965EXPANSION IN THE LABOR MARKET 1211
past year, was the relatively high proportion of added employment
costs for nonwage items. Increased pensions, early retirement, and
improved insurance accounted for almost half of the estimated
value of the new contract.
With upward pressures on consumer prices limited, unions have
not pushed for cost of living clauses in new contracts. Such ad-
justments were eliminated from the steel contracts in 1962 and
were not reintroduced in the new pact. There are now about 2
million workers covered by agreements with escalator clauses tied
to the consumer price index, about the same number as in 1963
and 1964, but significantly fewer than the 4 million in 1957, a
period of rapidly rising prices.
Federal Reserve Bulletin: September 1965